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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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1. Structure and Performance 


Structure 

Market pulp refers to pulp which is dried and sold to another paper mill for 
additional processing, rather than pulp formed directly into paper at the plant 
where it is produced. In Canada, over 40 percent of the pulp produced is sold 
as market pulp while the remaining is converted into paper and board by the 
integrated mills. 

The market pulp sector is divided into three different categories: 
chemical pulp (90 percent of total capacity), mechanical pulp (seven percent) 
and dissolving and special alpha pulp (three percent). Chemical pulp is 
subdivided into two categories: kraft pulp or sulphate (96 percent) and sulphite - 
pulp (four percent). This profile largely deals with chemical pulp, particularly 
softwood kraft pulp, although important developments with regard to 
mechanical pulp have been noted. 

There are 48 mills producing market pulp in Canada that are owned by 
some 34 companies. In 1986, 12 mills representing approximately 24 percent 
of total capacity were producing only market pulp. The remaining mills were 
paper and board producers but had pulp in excess of their own needs. 
However, the trend is toward more integration of operations as discussed 
in section 3, under Evolving Environment. 

About 95 percent of the total output of pulp from all mills is sold internally 
or externally to paper producers. The remaining five percent goes to 
manufacturers of rayon, cellophane, acetate fibre and film, disposable diapers 
and other sanitary products. 

Canada is the largest producer of market pulp with more than one-quarter 
of world capacity. The three major producing areas account for 70 percent of 
the world's chemical paper-grade market pulp capacity. In descending order, 
they are: Canada (26 percent), Nordic countries (22 percent) and the United 
States (22 percent). 

The sector is heavily concentrated in British Columbia, which had 51 percent 
of total Canadian capacity in 1986. New Brunswick, Ontario and Quebec 
accounted for an additional 12, 13 and 14 percent respectively. Employment 
in this sector was estimated at 20 000 in 1986. 

It is estimated that the sector is 65 percent Canadian owned. Few 
companies produce market pulp exclusively; most also produce papers, 
boards, lumber or a combination of these products, often on the same site. 

Of the 9.5 million tonnes of market pulp shipped in 1986 (an estimated 
$5 billion in revenue) 1.9 million tonnes were sold domestically, mostly in 
Quebec and Ontario. The balance was exported. The major export markets 
are the United States, 48 percent; the European Community (E.C.), 25 percent; 
and Asia, 21 percent. Although the U.S. market is the largest consumer of 
wood pulp in the world, it is largely self-sufficient, importing only about 
seven percent of its pulp consumption. Canada, however, Is the largest 
supplier of pulp to the United States (89 percent). One-quarter of our 
shipments are "captive," i.e., to related companies. 
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Performance 

The average annual growth rate of pulp 
exports was 3.5 percent (by volume) in the 1950s, 
eight percent in the 1960s and 3.7 percent in the 
1970s. From 1980 to 1985, production and exports 
have fluctuated as a result of the 1981-82 recession 
and the modest recovery beginning in 1983-1984. 
However, factors such as the strong demand, the 
currency realignment in late 1985, the low inventories 
and reduced Brazilian exports have combined to 
provide Canadian producers with a strong competitive 
position. As a result, in 1986, Canadian exports rose 
by 8.5 percent over 1985. It is expected that the 
demand will continue to increase in the short term. 

Market pulp capacity in Canada is forecast to 
increase at an average annual rate of 2.0 percent 
during the 1986-89 period. Norscan (North America 
and Scandinavia) chemical paper-grade market pulp 
capacity is expected to rise throughout this period to 
1992 at an annual rate of 1.3 percent. Paper and 
paperboard capacity (basically a pulp consumer) is 
expanding at a faster rate, but much of the capacity 
increase is expected to come onstream with 
integrated pulp supply or the greater use of 
recycled wastepaper. 


Prices peaked in 1981, then declined during the 
recession by roughly 25 percent. From 1983 to 1985, 
the sector experienced a slow recovery from the 
recession. However, since the end of 1985, prices 
have consistently risen. For example, the price of 
northern bleached softwood kraft pulp in Europe had 
risen from US$390 to US$635 per tonne by the end 
of 1987 — a 63-percent increase in dollar terms. 

Higher capacity-utilization and a better pricing 
environment produced more positive returns in 
1986-87 than in previous years. Profit margins 
are expected to continue to improve in 1988. 


2. Strengths and Weaknesses 


Structural Factors 

Key factors affecting competitiveness include 
access to the resource and the costs of chemicals, 
labour and transportation. Wood, the major 
component in the production of market pulp, 
accounts for 35 percent of the cost of production, 
labour 32 percent and chemicals 12 percent. In 
general, Canada enjoys the advantage of an adequate 
and relatively cheaper wood supply, as compared 
with the United States, Finland and Sweden. Fibre 
costs per “air dry" tonne range between 35 percent 
(B.C. Interior) and 50 percent (eastern Canada) of 
mill level costs, whereas in Sweden and Finland, fibre 
costs are 67 percent and 74 percent respectively, of 
mill level costs. 

Fibre costs in British Columbia are the lowest 
of all producers mainly due to the exclusive use of 
sawmill residues. The continued long-term supplies 
of sawmill residues at reasonable costs will be 
important. In exporting to the U.S. market, Canadian 
producers enjoy competitive transportation costs 
with Scandinavian and Finnish producers. Labour 
costs, however, are relatively higher on the B.C. 
coast than for other competitors. 

The competitive position of the Canadian industry 
has been significantly influenced in recent years by 
technological advances and the exchange rate. 

Canadian plants are older than U.S. and Nordic 
plants. As a result, Canadian productivity has been 
persistently weaker. This productivity difference was 
sharply compounded in the early 1980s by the 
substantial devaluation of the Nordic currencies. As 
a result, these producers had the lowest production 
costs of the major exporting countries during that 
period. The significant appreciation of Scandinavian 
currencies against the Canadian and U.S. dollars 
since September 1985, and Sweden's much higher 
rate of inflation in recent years, have enabled Canadian 
producers to regain their advantage of having the 
lowest production costs, except for those of the 
southern United States. 
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Factors such as the exchange-rate advantage, 
the improved selling price due to a favourable supply- 
demand balance, have improved the industry's 
profitability in 1986-1987. As a result, investment 
plans of approximately $1.0 billion to modernize or 
expand existing facilities have been announced for 
the 1987-91 period. In addition, a greenfield kraft mill 
is planned for Alberta. These investments will help 
to bring about the long-term competitiveness of the 
industry, although short-term difficulties may occur. 


Trade-related Factors 

Market pulp encounters few trade barriers and 
is normally sold in large quantities. Canadian pulp 
enters the United States duty-free and is not subject 
to other trade impediments. Imports into Canada are 
also free of tariff. The Canada-U.S. Free Trade 
Agreement (FTA) will therefore have no direct impact. 

Unlike newsprint, there are no import duties or 
quotas for Canadian market pulp entering the E.C. 
Thus, Canadian market pulp enjoys the same access 
to the European market as the Nordic countries. The 
tariff for Japan is 2.2 percent. 


Technological Factors 

While modern Canadian mills have access 
to the same state-of-the-art technology as their 
international competitors, the competing countries 
(i.e., the Nordic countries and the United States) have 
a greater percentage of modern, world-class mills 
with higher productivity. 

The development of the kraft pulping process 
during the past 30 years has placed this type of pulp 
into its present dominant position. In 1985, kraft 
pulp represented 61 percent of world production of 
wood pulp, mechanical pulp 23 percent and sulphite 
eight percent. 

The kraft pulping process is a mature technology 
that has not changed significantly in the last 25 years. 
The modern plants are more efficient than older 
ones, mostly because of their greater size and their 
computerized process-control. 

Two important developments that have taken 
place in this sector have been thermomechanical 
pulp (TMP) and chemithermomechanical pulp 
(CTMP). The increased use of these new processes 
has led to the more efficient use of wood (90 percent 
yield for TMP as compared to 50 percent for kraft). 
Until recently, these new pulps were used exclusively 
by integrated mills for the manufacture of paper, 
particularly newsprint. Now TMP, and especially 
bleached CTMP. are rapidly gaining market 
acceptance; indeed, in certain applications, market 
pulp demand will increasingly be met by these grades. 
A chemithermomechanical pulp plant is less capital- 
intensive than kraft and enjoys lower production costs. 
The major CTMP facilities now operating or under 
construction in Canada include three "greenfield" 
mills, two conversions and three expansions. 
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Other Factors 

Currency fluctuations have had a major influence 
on the competitiveness of market pulp. Between 
1980 and 1985, the value of the Swedish krona 
declined more than 50 percent against the U.S. 
dollar — from US$0.25 to US$0.11. During the same 
period, the Canadian dollar declined by 15 percent, to 
US$0.73, and the Swedish producers became more 
competitive on the American and European markets. 
Since then the krona has increased to US$0.17 
(April 1988). The Canadian dollar strengthened against 
the U.S. dollar to US$0.81 (April 1988), but weakened 
in contrast to European currencies. As a result, the 
Canadian industry is now very competitive both in 
Europe and North America. In 1986, this advantage 
allowed producers to operate at a 94 percent capacity 
rate as opposed to 87 percent in 1985. In 1987 the 
industry operated at close to 100 percent capacity. 

The forest resources in Canada are primarily 
provincially owned. The provinces administer various 
reforestation programs. Forest land is leased to 
forest products companies, which pay stumpage 
fees as they harvest. As of December 1986, the 
United States has applied a 15 percent export charge 
on certain softwood lumber shipments to that country. 
As part of the bilateral agreements, some provinces 
are in the process of raising stumpage fees to offset 
the export charge. Higher stumpage fees will increase 
raw material costs to all wood-using industries. 
However, since most mills primarily use sawmill 
residue chips, the precise impact of across-the-board 
higher stumpage fees is yet to be determined. 


3. Evolving Environment 


World chemical paper-grade market pulp demand 
rose five percent in 1987, after the eight percent 
jump in 1986. The rate of increase is expected to 
drop to four percent in 1988 and three percent in 
1989. The combination of weaker demand and 
capacity expansion in the 1990-92 period is 
projected to result in many mills operating at less 
than full capacity in the early 1990s. There is a 
worldwide trend to integrate paper mills which will 
reduce the demand for and supply of market pulp. 
One factor contributing to this trend Is the increasing 
use of the new mechanical pulps (TMP and CTMP), 
which are well suited for integrated operations, 
where electrical energy costs are reasonable. In 
1988-89, 750 000 tonnes of CTMP market pulp 
capacity expansion will occur in Canada. The 
demand for bleached hardwood kraft is expected to 
grow faster than that for bleached softwood kraft. 
Underutilized world hardwood resources and the 
favourable printing and bulk characteristics of the 
pulp are the main factors influencing this increase. 


MARKET PULP 


New and more sophisticated printing processes 
demand better paper quality and thus better pulp 
quality. Consumer preferences are also changing 
with time, causing demand to shift among different 
products and qualities. Canadian market pulp 
producers specialize in high-quality pulps. They are 
well positioned to capitalize on demand shifts to 
higher qualities, where these are required. 

The impact of the electronic media is likely to 
affect the future patterns of demand and usage of 
paper. While it is unlikely that the "paperless society" 
will become reality, it is reasonable to assume that 
new types of paper, related to the needs of the 
electronic technology, will be required, and demand 
for some of the present grades will be reduced. 
Such a reduction could, of course, change the grade 
mix for market pulp; again, the expected shift to 
higher quality papers should prove an advantage 
for Canadian market pulp producers. 


4. Competitiveness 
Assessment 


Canada is the world's largest exporter of market 
pulp. It is also the lowest-cost supplier of bleached 
market softwood pulp because of lower wood costs 
and the low value of the Canadian dollar in relation to 
European currencies. Given these cost advantages 
at current exchange rates, the industry is competitive 
in the U.S. market. Although the industry Is also 
currently cost competitive in the European market, 
the growth of exports may be constrained by tight 
supply and close proximity of the Scandinavians and 
Finns to that market. This situation is expected to 
continue in the medium term, until there is a significant 
increase in the value of the Canadian dollar in relation 
to the Scandinavian, Finnish and U.S. currencies. 
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The Canadian industry's productivity, while 
improving, has not kept pace with its competition 
over the last decade, although significant modernization 
is likely to follow the current profitability increase. A 
number of such projects have already been announced 
or are under way. As a result, Canadian market pulp 
producers are expected to remain competitive through 
the 1990s and maintain their dominant position in the 
U.S. import market. 

Given the existing environment, the Canada-U.S. 
Free Trade Agreement will not have a direct impact 
on this sector. 


For further information concerning the subject 
matter contained in this profile, contact: 


Resource Processing Industries Branch 
Industry, Science and Technology Canada 
Attention: Market Pulp 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-3043 
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1973 1982 1983 1984 1985 1986 

Establishments® 49 49 49 49 48 
Employment® 23000 20000 20000 20000 20000 
Shipments ($ millions)® 1 300 3 650 3 650 4 600 4 200 5 000 
(‘000 tonnes) WES) 7012 8273 8 372 8 800 9 500 


1973 1982 1983 1984 1985 1986 
Exports ($ millions) 1 059 3 234 3 058 3 908 3 394 4072 
(000 tonnes) 5 939 6 123 6 823 7 040 7 025 Te622 
Domestic shipments 
($ millions)& 241 416 592 692 806 928 
(volume, '000 tonnes) 1 260 889 1 400 | S82 es | Sve - 
Imports ($ millions) Ws 88 86 129) 132 138 
Canadian market ($ millions)® 256 504 678 821 938 1 066 
Exports as % of 
shipments (vol) 82 87 83 84 80 80 
Imports as % of domestic 
market (vol) 6 14 10 ie 4 i 
Canadian share of international 
market (vol) 30 SS Se Bs 6S 33 
Source of imports U.S. EG: Asia Others 
(% of total value) 
1982 95 0 0 5 
1983 95 0 0 5 
1984 95 0 0) 5 
1985 94 0 0 6 
1986 95 0 0) 5 
Destination of exports WES: E Asia Others 
(% of total value) 
1982 51 29 Vy 3 
1983 50 Di} 20 3 
1984 51 Di 18 4 
1985 50 25 19 6 
1986 48 25 D5 6 


(continued) 


MARKET PULP 


6 INDUSTRY PROFILE 


REGIONAL DISTRIBUTION — Average over the last 3 years 


Atlantic Quebec Ontario Prairies bie 
Establishments — % of total U7 21 14 6 42 
Employment -- % of total 16 16 18 8 42 
Shipments — % of total 12 16 14 9 49 


Name Ownership Location of Major Plants 


Canadian Forest Products Ltd. Canadian Port Mellon, British Columbia 
Prince George, British Columbia 


B.C. Forest Products Ltd. New Zealand Crofton, British Columbia 
Mackenzie, British Columbia 


Repap Enterprises Inc. Canadian Newcastle, New Brunswick 
Prince Rupert, British Columbia 


Canadian Pacific Forest Canadian Thunder Bay, Ontario; 
Products Ltd. Gold River, British Columbia 
Dryden, Ontario; La Tuque, Quebec 


Weyerhaeuser Canada Ltd. American Kamloops, British Columbia 
Prince Albert, Saskatchewan. 


e Estimate. 


Note: Statistics Canada data have been used, to the greatest extent possible, in preparing 
this profile. 
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